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ZAMBIA: KEY ECONOMIC INDICATORS 
(Dollars million except as noted. For 1974 and 1975, K1=$1.56. 
$1.25 in July 1976, $ value used for 1976 data is: 


Production Trends and GDP Utilization 
GDP at current prices 
at 1965 prices 
at 1965 prices adjusted for terms of trade 
Per capita national product(1965 adjusted prices) 
GDP Composition(1965 prices): 
Agriculture, forestry, fishing 
Mining 
Manufacturing 
GDP Utilization(1965 prices): 
Government final consumption 
Private final consumption 
Gross fixed capital formation 
Export ‘tiargin over imports 
Gross fixed capital formation as % of GDP 
Yearly growth rate of gross fixed investment 
(1965 prices) 
Index of industrial production (1969=100) 
Electricity production (KW million) 
Corn production(thousands of tons) 
Copper production (thousands of tons) 
Value 
Average production costs per ton 
Average price per ton 
Price in cents per pound(LME, spot, electrolytic) 


Government Finance, Money and Prices 
Central Government: 

Recurrent revenue 

Recurrent expenditure 

Capital account receipts 

Capital account expenditure 

Combined deficit(-): Recurrent & Capital Account 
Public Debt: Internal 

External 

Money supply with public 

Bank lending to government 

Bank lending to parastatal and private sectors 
Price index (1969=100): High-income consumers 
Low income consumers 


Balance of Payments 
Merchandise exports 


Copper 
Merchandise imports 

Imports from the United States 
Invisibles, net(- indicates outgo) 
Current account balance(- indicates deficit) 
Capital account balance({incl. errors & omissions) 
Overall balance 
Net foreign assets(- indicates net liabilities) 
External public debt disbursed at end of year 
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SUMMARY 

1976 brought marked improvement over 1975 for the Zambian economy. Copper pro- 
duction increased eleven percent. Copper prices rose from an average of $1110 
per ton in 1975 to about $1275 in 1976. A combination of the increased volume 

of copper exports and a 20 percent adjustment in the exchange rate in July 
brought about a 40 percent increase in export receipts. Aided by these factors 
and a 25 percent decrease in imports, the trade balance registered a surplus 

of $269 million (at Kl = $1.25) compared with a 1975 deficit of $120 million. 
This contributed to a reduction in the overall current account deficit from $612 
million in 1975 to $129 million in 1976. Agricultural production rose dramatically, 
due principally to a bumper corn crop. Transport bottlenecks were largely 
overcome. The newly completed Tanzam railway carried 600,000 tons of cargo, over 
50 percent of the volume of Zambian foreign trade, excluding oil. Overall, the 
GDP, which had fallen slightly in real terms in 1975, registered a 2.4 percent 
increase in 1976. 


Nonetheless, the .economy continued to grapple with serious problems. The world. 
copper price, fluctuating with the state of the world economy, remained substan- 
tially below its 1973-74 heights while Zambian production costs, of which a high 
proportion reflect imported inputs, continued to rise significantly. The overall 
balance of payments deficit of $131 million, while a distinct improvement over 

the 1975 deficit of $226 million, entailed a continued severe shortage of foreign 
exchange. Import restrictions, imposed as a corrective measure, induced shortfalls 
of needed materials throughout the economy and prices rose by more than 20 percent. 
Due in large part to the shortages, manufacturing output declined by 4.3 percent. 
With completion of the Tanzam railway, output of the construction sector fell by 

5 percent. 


STRUCTURE AND GROWTH OF THE ECONOMY 

Despite the basic objective of the Second National Development Plan (SNDP) to 
diversify the economy in the 1972-76 period and to lessen dependence on the copper 
mining and refining industry, the sectoral distribution of GDP at the end of 1976 
remained essentially the same as it had been in 1971. The mining sector accounted 
for slightly more than 23 percent of the total, agriculture for slightly over 14 
percent, manufacturing for almost 11 percent and construction between 6 and 7 per- 
cent. Some slight movement towards diversification in the middle of the period 
when copper prices were bouyant was undermined by the stringent circumstances of 
1975 and 1976, the latter a year in which gross capital formation in real terms 
fell by 19 percent. The average ratio of gross fixed investment to GDP is esti- 
mated at just under 26 percent over the period of the SNDP, compared with the 

Plan target of 30 percent. Most of the investment took place in the mining industry 
where it served to maintain current output rather than to increase capacity sub- 
stantially. Growth in GDP, which had averaged 6.9 percent in 1966-70, was reduced 
to an average of 3.4 percent in 1972-76, an increase largely absorbed by the growth 
in population. In per capita terms, national product as expressed in constant 
(1965) prices fell slightly over the period of the SNDP. If adjustment is made 

for changes in the terms of trade, highly revelant in a country where the outlay 

of even the low-income consumer reflects a 30 percent imported component, per capita 
income fell from $320 in 1972 to $234 in 1976. 


Given the fact that the Second Plan has not yet been completed, the government de- 
cided to postpone the beginning of the Third Plan until January 1978. The TNDP 

is now being amended to take account of the radically changed circumstances which 
face the economy. The framework within which the Plan will operate is expected 
to reflect the guidelines of the 1977 budget speech. The planners hope that 
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external project assistance made available during the TNDP can be coordinated in 
advance with the Plan target so that a coherent approach can be made toward the 


basic objective of moving toward a self-sustained economy. 


The copper mining and refining industry. The Zambian economy has long been dom- 
inated by copper. The mining sector provided 23 percent of GDP in the 1972-76 


period (measured in 1965 prices), 23 percent of government revenue, and over 90 
percent of the country's export earnings. This sector, which includes compara- 
tively small and static outputs of zinc, lead, cobalt and nickel, is an enclave 

of high technology, high skills and high wages in an economy which, except for its 
hydroelectric facilities and for some activity ancillary to the mining industry, 
is just beginning to expand beyond the commercial sector. 


The predicament of the copper industry in Zambia is more deeply rooted than the 
impact of the recent recession alone. Over the past decade the costs of produc- 
tion of Zambian copper have shifted the country from among the lower to among the 
higher-cost producers... This is due -in-part to having..depleted .much-of,.the richer,,,.... 
and more accessible ore so that 70 percent of current production comes from under- 
ground operations. In part, the shift is due to high dependence on imported in- 
puts of machinery, materials and labor as well as to high transport costs which 
reflect the landlocked status of the country. While copper production reached a 
peak of almost 750,000 tons in 1969 and the SNDP projected a target of 900,000 
tons, it now appears that even a level of 700,000 tons can be maintained only 
with continued heavy investment. This is reflected in the fact that the Zambian 
share of world copper production dropped from 12 percent in 1965 to 9 percent in 
1976. Hence the need for redirection of the economy is more profound than that 
of adjusting to the aftermath of the events of 1973-74. 


The agricultural sector. This sector, which provides the livelihood for about 70 
percent of the population, contributes about 14 percent to GDP; about 65 percent 

of this is attributed to the subsistence component of the economy. Encouragement 
given to small-scale farming has begun to increase its share of marketed production 
but the impact on rural living standards is not yet evident. Crop output, dominated 
by corn which accounted for over two-thirds of the value of marketed agricultural 
production in 1976, met the Plan target only in corn and sugar cane. Tobacco and 
cotton were notable disappointments, cotton declining to less than one-third of 

its 1971 volume by 1976. Livestock, while registering an increase, fell far short 
of the target; milk production declined substantially over the period. These 
shortfalls are attributed to pricing policies which reduced incentives or even 
under cut production costs. Vagaries of weather play a significant role in the 
performance of the agricultural sector. The bumper corn crop of 1976, which pro- 
vided one of the few bright spots on the economic scene, cannot be relied upon for 
repeat performances without major sustained effort. Without a substantially im- 
proved infrastructure for transport and storage, utilization of any bounty is 
likely to be frustrated. 


Industry. Activity in manufacturing is closely related to the fortunes of the 
mining sector. The general index of manufacturing production, which recorded 141.1 
for 1974, fell to 129.8 for the first nine months of 1976 (1969=100). The textile 
and clothing industry has shown the greatest proportional increase in the period 
1969 through 1975 (155.7), followed by nonmetallic mineral products (149.5), paper 
products (147.1) and chemicals and plastic products (137.5). Production of electri- 
city increased nine-fold over the period, accounting for over half of total energy 
sources in 1975; with the addition of 760 MVA from Kariba North Bank in May 1977, 
the country has become a net exporter. Coal production increased 60 percent over 
the period, contributing 17.5 percent of energy consumed in 1975. Taking the 
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industrial sector as a whole -- mining, manufacturing, hydroelectric generation -- 
the index of production stood at 139.1 at the end of September 1976 measured 
against a 1969 base. 


Employment and wages. Shortages of skilled an managerial personnel have proved a 
major limiting factor to increased economic performance both in industry and govern- 
ment. Starting at independence with less than 1000 high school graduates and less 
than 100 university graduates, the country has invested heavily in education to 
meet its manpower needs but still depends heavily on expatriates, particularly in 
the mining industry and, to a lesser extent, in government itself. While Zambian- 
ization has proceeded steadily, its effective further implementation is contingent 
upon expansion of the pool of trained personnel. 


The trend towards urban migration (some 40 percent of Zambia's population is con- 
sidered urban) is encouraged by the disparity between rural and urban income levels 
which militates against the government's avowed policy of agricultural development 
by a return to the land. Mine workers, earning an average wage four times that 
earned in the~monetized agricultural and fishing sector; received ‘a 12" percent in-"'' 
crease in 1976 with further 5 percent increases scheduled for 1977 and 78. Wages 
of government employees have risen comparably but annual inflation of over 20 per- 
cent has resulted in decline in real income for the great majority of wage earners. 
Despite government attempts to override this through subsidies, the cost of living 
continues to rise, creating restiveness in the urban population. 


IMPORT DEPENDENCE AND GROWING DEBT 

The Zambian economy is heavily dependent upon imports. Machinery and transport 
equipment account for roughly two-fifths of the total; chemicals, for 15 percent 
in 1976; fuel, largely oil, for 15 percent, a doubling of the percentage since 
1970. Oil, which supplies one quarter of the country's energy needs despite the 
increases in hydroelectric and coal production, has almost quintipled in price 
since 1972. The cost of copper sales entails a high input of foreign exchange 

for material, equipment, skilled labor and transport, a total estimated by one 
source as approaching 80 percent of total costs. Domestic industry relies heavily 
on imported materials and replacement parts. The textile industry currently im- 
ports 70 percent of the cotton it fabricates. It has been estimated that 84 per- 
cent of the costs of large-scale corn production require foreign exchange (for such 
items as fertilizer and equipment) while small-scale production requires a 54 per- 
cent imported component. For wheat, the figure is 77 percent. While agricultural 
goods accounted for 6 percent of total imports in 1976, agricultural exports 
contributed only slightly more than one percent to foreign exchange earnings. For 
the final consumer, it is estimated that the imported component amounts to 30 per- 
cent of purchases by the low-income group; for high-income consumers, it is 40 
percent. 


The effect of this high level of import-dependence is aggravated by sharp fluctua- 
tions in the terms of trade facing the country. With an estimated deterioration 

of about 50 percent between 1974 and 1975, the effect on the GDP and on per capita 
incomes has been extreme: GDP at 1965 prices, adjusted for terms of trade, amounted 
to $1417 million in 1972 and to $1204 million in 1976; per capita incomes so 
adjusted fell from $312 in 1971 to $234 in 1976 (converting at a constant dollar 
rate of Kwacha 1 = $1.56). 


The balance of payments picture. With the onset of the world recession, Zambian 
receipts from sales of copper dropped 55 percent between 1974 and 1975; the de- 
crease in volume accounted for only 8 percent of this. At the same time, with the 








disruption of transportation routes and the higher costs of imported inputs on which 
the industry is highly dependent, the cost of copper sales increased about 25 per- 
cent. While an inflow of capital in loans of varying lengths covered a substantial 
portion of the 1975 current account deficit of $612 million, the overall deficit 
amounted to $225 million. Disbursed external public debt increased from $680 
million at the endof 1974 to over $950 million at the end of 1975. The time- 

frame for repayment of much of the borrowing by the mining companies has created a 
heavy repayment schedule for 1977 and 1978. In 1976, with the aid of stringent 
import licensing and a decrease in imports by 25 percent, the current account 
improved to a deficit level of $129 million (at Kl - $1.25). Capital movements 
showed a slight net outflow, reflecting payment of part of the accumulated arrears 
on current account. The resultant overall balance of payments registered a 

deficit of $131 million. Payment arrears continued to mount, reaching a level of 
$218 million at the end of the third quarter of 1976. External reserves at that 
date equalled the outlay for five weeks imports. A delinking of the Kwacha from 
the dollar and its devaluation by 20 percent in July 1976 had the effect of re- 
storing. the immediate profitability of the mining companies but it also increased 
the debt service burden and added to import costs. For 1977 the situation of acute 
foreign exchange stringency continues -- with prospects for both lower exports and 
imports. 


The problem of shortfalls in foreign exchange earnings is aggravated by Zambia's 

high and largely intractible outlay on invisibles. Its landlocked status, 1200 

miles from Dar es Salaam, now its chief port, is a major factor in the cost of both 
exports and imports. In 1976, net payment for freight and insurance was $138 million 
with travel and other transport adding another $43 million. Investment income 
claimed between $120 and $143 million. Payments for unrequited transfers amounted 

to another $102 to $132 million. Total net payment for invisibles registered 

$445 million in 1976 against total receipts for exported goods of $987 million 
(averaging the dollar volume of the Kwacha for the year). 


Government fiscal policy. Since 1971, government fiscal policy has been expansionary. 
Except in 1974 when mining revenue reached a sharp peak, this has resulted in large 
overall deficits with consequent heavy reliance on the banking system. Even in 

1974 when government revenue from mining accounted for 19 percent of GDP, the overall 
budget surplus amounted to only 13 percent of revenue. In 1975 when mining revenue 
shrank to 4 percent of GDP, other sources of revenue were increased, taking almost 
35 percent of non-mining GDP. But government expenditure grew sustantially with a 
resultant budget deficit estimated at K208 to K300 million, a substantial part of 

it financed by the domestic banking system. (Translation into dollars at different 
exchange rates is misleading here.) In 1976, despite continuing efforts to increase 
the revenue from non-mining sources and to reduce government expenditure, the over- 
all budget deficit was reduced only marginally. Current expenditure reached an 
estimated K615 million, exceeding the revised budget estimate by 30 percent. With 
severe restrictions on imports and the dampening of economic activity, non-mining 
revenue lacked resilience. Consequently, government borrowing from the domestic 
banking system continued at a high rate, totalling K153.8 million in the first 

nine months of 1976. The 1976 budget deficit amounted to K202 million. The 

Finance Minister, while noting the serious implications for the economy of further 
deficit financing, set forth a 1977 budget expenditure of K792.5 million against 
revenue of K530.4 million; K120 million of this is to be covered by borrowing, of 
which K80 million is in external loans, leaving a residual deficit of K152 million. 


Current expenditure, which has almost doubled since 1971, has increased at the ex- 
pense of capital expenditure; in 1976 the latter accounted for only 20 percent of 


total government expenditure. While government consumption in 1976 accounted for 
about 38 percent of total final consumption, government capital expenditure amounted 
to only 24 percent of the gross fixed capital formation of the country. The increase 
in government consumption in 1976 reflected a 10 percent growth in its expenditure 
on goods and services, an 18 percent increase in wages, and a 57 percent increase 

in interest payments -- which rose to 9 percent of total expenditure. Including 
amortization, debt service payments amounted to almost 16 percent of total govern- 
ment expenditure in 1976, about 7 percent of GDP. 


MOVEMENT TOWARD SELF-RELIANCE 

Against this backdrop, the Minister of Finance laid out the elements of a long- 

term strategy of self-reliance in the January 1977 budget speech. Based on the 
premise that copper can no longer serve as the mainstay of the economy, he called 

for immediate steps towards diversification and development of agriculture. Within 
that sector, the chief emphasis is to be placed on providing peasant farmers with 
loans for essential inputs, extension services and marketing facilities. Commercial 
farming is also to be encouraged and the remittance allowance of expatriate farmers 

is to'be raised from 10 to 12 1/2 percent of profits. A further step in the policy 
is the encouragement of local processing of raw materials in simple, labor-intensive 
units and the promotion of small-scale industries making maximum use of local re- 
sources, gearing them to import substitution and to export. The new policy explicitly 
encourages private enterprise"to flourish within the bounds of the policies enunciated 
in the Party Manifesto for the decade 1974-84". It recognizes the role of foreign 
private investment, reaffirming Zambia's traditional policy of offering such investors 
facilities for operation, a fair return on investment and a reasonable profit re- 
mittance. It presages an Industrial Development Act, to be promulgated later in 

1977, which is expected to provide additional assurances to foreign investors. 


With reference to parastatals, the Minister pledged the setting up of a "meaning- 
ful" price policy in which realistic prices would be set on products but uneconomic 
practices would not be subsidized by price increases. He called for an end to mis- 
management, inefficiency and overstaffing in the parastatals and urged these or- 
ganizations to concentrate on small-scale industries with the objective of making 
the country self-sufficient in the small items of daily needs. While pledging to 
encourage export promotion through granting priority in the allocation of import 
licenses and foreign exchange, the Minister called also for a redoubling of effort 
to utilize more locally produced materials. Although import licenses continue to be 
tightly controlled, the Minister gave assurances that they will be relaxed as soon 
as the foreign exchange situation permits. 


In presenting the budget for 1977, the Finance Minister stressed that his major 
objective was to reduce the budgetary deficit and thereby ease pressure on prices 
and the balance of payments. This would entail the restriction of government ex- 
penditure to the most essential services and the most important development projects. 
However, subsidies on fertilizer and corn were to be retained. The allocation for 
capital expenditure was set at $200 million, $4 million less than the amount approved 
for 1976. With only $19 million expected in revenue from the mining companies in 
1977 and with restricted imports offering little opportunity for increased revenue 
from customs, the Minister proposed a set of fifteen incremental tax measures rang- 
ing from a 2.5 percent increase in the middle ranges of personal income tax to in- 
creased excise levies on beer, cigarettes and gasoline. A deliberate effort was 
made to avoid burdening low-income workers. The corporate tax was raised from 45 

to 50 percent of profit, and the 35 percent tax concession to manufacturing com- 
panies in rural areas was retained. These measures were projected to add $47 
million to total expected revenue. 
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Present government policy calls for a series of adjustments designed to pivot the 
economy in the direction of self-reliance based on the central role of agriculture 
and on import substitution. The wide availability of unutilized and potentially 
productive land and the rapid growth of population make this a sound direction, 

as does the social structure of the society. If pursued over time, this path has 
the potential of freeing the economy from continued excessive dependence on copper. 
For the near and medium future, the price of copper will inevitably loom large 

in the fortunes of the economy since the fruits of the projected program can only 
be achieved gradually. In the meantime, the economy faces the need to attract the 
foreign exchange for the imports on which its current well-being and the reasonable 
success of its new program depend. Accepting realistically the constraints imposed 
by the present shortage of foreign exchange, the program is targeted to achieve 

a viable pattern of export expansion, agricultural development and the attraction 
of foreign capital. A major concern is the size of the residual government deficit 
which, while less than the previous year, will continue to exert substantial pressure 
on internal prices and on the balance of payments. 


IMPLICATIONS ‘FOR THE UNITED STATES 

Zambia's current economic difficulties and the likelihood that they will persist 

for some time impinges on the United States and United States businessmen in a number 
of ways. Zambian/U.S. trade is not substantial but the market in Zambia for U.S. 
made mining and agricultural equipment cannot be overlooked. U.S. investment in 
Zambia is limited as well, but opportunities do exist particularly in import sub- 
stitution industries. Zambia's long awaited Industrial Development Act, a misnomer 
for an investment code, will affect decisions made by private U.S. investors or 
bankers willing to finance projects in Zambia. 


Trade. U.S. mining equipment manufacturers have long had a market in Zambia. The 
low world price of copper, the increasing costs of production, and limited foreign 
exchange have cut deeply into this market. The mining companies are deferring equip- 
ment purchases, satisfied to limit production in a period of low copper prices. 
Equipment suppliers must now depend almost entirely on sales of spare parts and 
service. Not only are the mines not buying heavy equipment, but it has become 
virtually impossible for suppliers to get import licenses for machinery to have 

in stock when demand increases again. Even companies willing to ship on their own 
account cannot do so as the import licensing procedure must still be followed, re- 
gardless of the financing involved. The only readily available licenses are for 
equipment purchases financed by foreign loans or grants to Zambia by donor nations 
or financial institutions. Often these are project oriented and lead to a major 
sale by one company with little or nothing allocated to other suppliers. Finally, 
suppliers who do manage import licenses are faced with a wait of up to 10 months for 
a foreign exchange allocation to open a letter of credit or, in the case of goods 
shipped on sight draft, actual payment. 


Firms already in the market are faced with two options. They can remain in the market 
on a limited scale in anticipation of an eventual economic recovery, an option which 
can be expensive. Or existing suppliers can leave the market at the risk of losing 
market penetration to the growing competition from European suppliers. The choice 

is not an easy one since Zambia's long term prospects are considered good. Small 

U.S. manufacturing or processing firms operating in Zambia which depend on a con- 
tinued supply of raw materials face the same choice on a somewhat smaller scale. 


For new-to-market firms the choice is only slightly less vexing. Zambia is clearly 
an excellent market for a large variety of goods from drugs, foodstuffs, clothing 
and other consumer items to agricultural equipment, locomotives and aircraft. A 
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company willing to identify an active and aggressive local agent capable of handl- 
ing the complex foreign exchange and import licensing procedure, and willing also 
to sustain accounts receivable over a fairly long period of time can be successful 
in Zambia. The deciding factor must be the availability of other marketing options. 


Economic Assistance. Zambia's moderate government, her important role in southern 
Africa, and an enviable record of meeting her financial obligations have made the 
country an attractive target for offers of economic assistance. Individual donor 
nations, the World Bank and IMF, various development banks and private commercial 
banks have negotiated loans, grants and projects with the Government of Zambia to 
provide financial support or development assistance. Projects and purchases fund- 

ed by these organizations provide an important opportunity for U.S. suppliers to 
enter, or continue in, the Zambia market without risk. U.S. assistance is generally 
tied to U.S. source procurement. Zambia is currently disbursing a $20 million Agency 
for International Development loan made in 1976 and AID anticipates a similar loan 
in Fiscal Year 1978. Since many of the donor nations do not tie their assistance 

to Zambia, these loans also provide opportunities for-U;:S. business: -Projectassis=' 
tance by the World Bank and others generally involves procurement as well and tenders 
are regularly let for the supply of project material. These tenders are received by 
the U.S. Embassy in Lusaka and transmitted to the U.S. Department of Commerce for 
dissemination to the U.S. business community. Businessmen are advised to consult 
with Department of Commerce field offices and the Agency for International Develop- 
ment to keep abreast of these opportunities. 


Investment. As with trade, direct U.S. investment in Zambia is limited. Investment 
opportunities in Zambia will depend heavily on the final form of the Industrial 
Development Act. While Zambia has a mixed economy, state controlled enterprises 
form the backbone of the industrial sector. These parastatal corporations have 
generally had a poor record of performance over the past few years and there is 
speculation that the Industrial Development Act will encourage more private invest- 
ment, either domestic or foreign, in Zambia. What is fairly certain is that the Act 
will define the role of private business in Zambia and establish both rules and pro- 
cedures for carrying out that role. If the rules are such as to provide reasonable 
expectation for profit and a degree of managerial control, potential investors can 
be assured that Zambia will abide by those rules. Zambia does not take lightly her 
excellent reputation for fair dealing and can be expected to make every effort to 
maintain that reputation. 


Opportunities for investment in Zambia within the framework of the Industrial Develop- 
ment Act will most likely be centered on agricultural development and import sub- 
stitution industries. A major U.S. company recently completed an agreement with the 
government for a lube oil blending plant based on anticipated foreign exchange sav- 
ings. The same company is now considering financing a stock feed blending plant. 
Other investment areas of obvious interest to the government are in such fields as 
food storage and processing, livestock raising, and rural industries requiring a 

high labor content and small amounts of imported raw materials. Management and 
technical assistance contracts are also distinct possibilities in Zambia where skilled 
Manpower is at a premium. 
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